1988 Annual Report by Massachusetts. Division of Insurance.
1988
ANNUAL REPORT
COMMONWEALTH
OF
MASSACHUSETTS
DIVISION OF INSURANCE
VI
MR
368M3
I59r
1988
c.1
^te Library of /
House. Boston 02133
fassachusefts

Included here are the achievements of a dedicated and talented group
of people committed to protecting and advancing the interests of
insurance consumers while maintaining the financial integrity of a
complex and diversified insurance market.
On behalf of the entire staff of the Massachusetts Division of Insurance,
I am pleased to present the 1988 Annual Report.
In this spirit, the Division was a key participant in the development and implementation of Chapter 273
of the Acts of 1 988, the Commonwealth's most sweeping automobile insurance reform initiative in
nearly a generation. Insurers and insureds alike are now realizing a significant savings as a result of
the law's update of the No-Fault system, expansion of consumer choices, and implementation of cost
containment initiatives and anti-fraud programs.
Like automobile insurance reform, ensuring a fair and responsive health insurance market for the
Commonwealth's citizens is a major priority of the Division. Highlighting the Division's health-related
efforts last year, was the drafting of a proposed regulation governing the sale and marketing of long-
term care insurance policies. The regulation, which was promulgated in April 1989, gives Massachusetts
consumers some of the most comprehensive medical and support services coverage in the country.
Service to consumers and licensees expanded considerably in 1988, despite budgetary constraints.
Among the most notable examples were the recovery of nearly $500,000 for consumers, the
convening of 33,225 merit rating surcharge appeal hearings and the issuance of approximately 81 ,000
licenses to agents, brokers, advisors, public fire loss adjusters and domestic and foreign companies.
As a result of aggressive investigative activities, the Division imposed a significant number of
disciplinary actions and fines against licensees for misconduct in the business of insurance. Office
efficiency and productivity were also enhanced. Information systems were streamlined to access
national resources, antiquated filing systems were revamped and automated and new auditing and
policy approval procedures were implemented.
As the new Commissioner of Insurance, I wish to extend my gratitude to Governor Michael S. Dukakis
and the members of the General Court for their continued support of the Division's goals. Roger M.
Singer, who served as Commissioner during 1988, is to be commended for his contribution to the
Division's many achievements. I look forward to the challenges in the year ahead.
Timothy H. Gailey
Commissioner
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IINTRODUCTION
Since the 1940s, as a result of Congress' passage of the McCarran-Ferguson
Act, the insurance industry has been subject largely to state rather than federal
oversight. Over the years, the Massachusetts Legislature has granted the
Commissioner of Insurance broad authority to oversee nearly every aspect of
the insurance industry, particularly personal lines of insurance such as private
passenger motor vehicle, homeowners, life and accident and health.
As a regulatory agency within the Executive Office of Consumer Affairs and
Business Regulation, the Division of Insurance is charged with protecting the
insurance consumer in the context of a healthy and responsible insurance
market. It is a task which requires a careful balancing of efforts to keep
insurance costs as affordable as possible while making sure that insuring
entities remain financially sound. This is accomplished through the following
activities:
Regulating the rates charged by insurers for certain types of insurance,
Examining the financial qualifications of insurance entities seeking
to conduct business in the Commonwealth,
Licensing and authorizing qualified insurance companies, Health
Maintenance Organizations and Preferred Provider Arrangements,
Inspecting insuring entities for their ability to fulfill financial and
administrative obligations to policyholders,
Licensing qualified persons to act as agents, brokers, public fire
loss adjusters, insurance advisors and motor vehicle damage
appraisers,
Reviewing and approving policy and rate filings to be used by insurers,
Enforcing the insurance laws through investigative and disciplinary
activities,
Resolving consumer complaints against insurers and providers and,
Cooperating with other state agencies, boards and organizations on
various insurance-related issues.
The following Annual Report outlines the important strides made by the
Massachusetts Division of Insurance during 1988.
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The Division's approval for the creation of Arbella
Mutual Insurance Company, a strong and finan-
cially viable replacement company for the exiting
Kemper Group, ensured that all outstanding ob-
ligations to Kemper's Massachusetts policyhold-
ers would be fulfilled.
The Division began an intensive investigation
into numerous allegations of wrongdoing by the
Balboa Insurance Company. The investigation
was concluded in mid-1 989, when the company
signed a consent order agreeing to the largest
financial settlement ever obtained by the Division
in an enforcement proceeding.
$486,050 was recovered for consumers who filed
claim complaints with the Division.
In the spring of 1988, the Division initiated a
market conduct examination of five insurance
companies selling mass-market life and accident
and health insurance in the Commonwealth. The
examination was undertaken primarily as a result
of the Division's review of advertising materials
disseminated to consumers through the media
and mail, and the perception that the products in
question were marketed to elderly populations
who require vigorous consumer protection.
New changes to the Safe Driver Insurance Plan
allow safe drivers to realize an increased savings
in their 1 989 automobile insurance premium. In
addition to the 3-Year Credit, the credit catego-
ries for safe driving were expanded to include a
4-Year Credit and an Excellent Driver Award 5-
Year Credit worth up to $120.00.
I The Division issued a regulation pursuant to a
1987 statute, mandating coverage for non-
experimental infertility procedures, such as in-
vitro fertilization, artificial insemination and gam-
ete intra-fallopian transfer (GIFT).
I Consumers who install certain types of anti-theft
mechanisms in their vehicles were previously
eligible for a 5%-20% discount on comprehen-
sive automobile coverage. In 1 988, the possible
discount increased to up to 35%, when the regu-
lation was amended to include signal-activated
recovery systems.
The Division promulgated regulations which
oversee the licensure and operation of Preferred
Provider Arrangements (PPAs).
The Board of Appeal on Motor Vehicle Liability
Policies and Bonds conducted a total of 37,753
hearings throughout the state. These included
33,225 Safe Driver Insurance Plan surcharge ap-
peals, 4,212 appeals of decisions of the Regis-
trar of Motor Vehicles and 316 appeals of auto-
mobile insurance cancellations.
Following the Legislature's passage of the Auto-
mobile Insurance Reform Act in November, the
Division responded quickly and effectively to
ensure that the law's many provisions could take
effect for the beginning of the 1 989 policy year.
The Field Audit Section and Health Policy Unit
developed and implemented a standardized audit
protocol for the financial and operational aspects
of Health Maintenance Organizations.
I The Commissioner issued the 1 989 private pas-
senger motor vehicle insurance rates in Decem-
ber. The 8.2% rate decrease was made possible
as a result of the savings to the system provided
by the Automobile Insurance Reform Act of 1 988.
The automation of certain functions in company
licensing, policy and rate approval and agent
and broker licensing, enhanced service to licen-
sees.
During the first year of the Records Management
Project, the Division processed approximately
400 square feet of inactive records for storage at
the State Records Center. Several documents
detailing the administrative business of the agency
during the mid-nineteenth and early twentieth
centuries were discovered to be historically valu-
able and transferred to the Massachusetts Ar-
chives.
The implementation of the unisex regulation made
Massachusetts the first state to prohibit by regu-
lation, the use of sex, race, color, religion, marital
status and national origin as a basis for setting in-
surance premiums and benefits for individual
and group insurance products.
The State Rating Bureau implemented new pro-
cedural and technical guidelines for health, life
and property and casualty form and rate submis-
sions.
The Division installed a telephone system with
the first automated attendant in use in the Com-
monwealth's government offices. The automated
attendant allows callers using a touch tone phone
to choose the department directly from a menu.
The cost effective system has enabled more
consumers quicker and easier access to the
appropriate agency section.
COMPANY LICENSING
AND
FINANCIAL
SURVEILLANCE
Below is a list of those insurance
companies licensed or author-
ized and inactivated by the Com-
pany Licensing and Financial
Surveillance Section during 1988.
COMPANIES LICENSED/AUTHORIZED
Allied Insurance Company
American Enterprise Life
Insurance Company
American Franklin Life
Insurance Company
American Modern Home
Insurance Company
Arbella Mutual Insurance Company
Atlantic Casualty and Fire
Insurance Company of Savannah
Banner Life Insurance Company of New York
Bausch and Lomb Insurance Company
Contractors Bonding and
Insurance Company
Hafleysville Insurance Company
of New Jersey
Harleysville Mutual Insurance Company
Hartford Underwriters
Insurance Company
Huron Insurance Company
League Life Insurance Company
Liberty National Fire Insurance Company
Madison National Life Insurance Company
Minnesota Mutual Fire and Casualty
Insurance Company
North Atlantic Life Insurance
Company of America
Ohio Indemnity Company
Pilgrim Insurance Company
PM Group Life Insurance Company
Stonewall Surplus Lines Insurance Company
Taisho Marine and Fire Insurance
Company of America
Transamerica Reinsurance Company
USAA General Indemnity Company
COMPANIES INACTIVATED
American Independent
Reinsurance Company
Balboa Insurance Company
Cellna Mutual Insurance Company
F-Xcelsior Insurance Company
Inter-Ocean Insurance Company
Netherlands Insurance Company
New York Underwriters
Insurance Company
Peerless Insurance Company
Utica Fire Insurance Company
of Oneida County, New York
Whiting National Insurance Company
Taisho Marine and Fire
Insurance Company, Ltd
The Company Licensing and Financial Surveillance Section is respon-
sible for ensuring that only those companies which are financially
sound are licensed or authorized to transact business in the Common-
wealth.
The Section reviews and processes new company licenses and li-
cense amendments, renews existing licenses, processes certifica-
tions, collects and records fees and keeps other state agencies in-
formed of the status of licensed and authorized companies, including
name and address changes. The Section examines annual company
financial statements in order to identify solvency problems. In addition,
staff members monitor transactions involving security deposits made
by insurers doing business in the Commonwealth, including an annual
review and adjustment of deposits made by insurers writing workers'
compensation insurance.
Along with performing the many tasks described above, during 1988
the Section undertook several initiatives designed to improve its opera-
tions.
Personal computers have been introduced to the Section, enabling the
use of automated systems to handle certain licensing functions. For in-
stance, the Section collects and records several hundred thousanc
dollars in licensing-related fees annually. In 1 988, the manual systerr
for recording fees was replaced with an automated ledger, making fee
collection more efficient.
Also during 1 988, the Section updated procedures for the formation o
domestic insurance companies, developed new guidelines for the re
domestication of licensed, foreign insurers, established additional re
quirements for annual financial reporting by licensed and authorizec
insurers and began a general revision of foreign company licensing
procedures aimed at streamlining the licensing process.
The Section plans to enhance its computer capabilities further to pro
vide additional, needed automation. Also, the Section will complete it;
revision of licensing procedures.
FIELD AUDIT
The Field Audit Section is responsible forensuring that Massachusetts
is serviced by financially sound insurance companies, dental services,
Savings Bank Life Insurance departments, rating bureaus, fraternal
benefit societies, Health Maintenance Organizations and other insur-
ance entities. This is accomplished through on-site audits of financial
statements submitted annually by these entities.
The Field Audit examiners utilize a model financial examination meth-
odology developed by the National Association of Insurance Commis-
sioners (NAIC), to ensure that these institutions are fulfilling their
statutory responsibilities to charge approved and reasonable rates; to
pay claims promptly and completely; to conduct proper bookkeeping
procedures; and to comply with all applicable laws and regulations.
Upon completion of an audit, the examiners prepare and present a
report of findings and recommendations to the institution's Board of Di-
rectors. The recommendations are then reviewed by the institution
and the Division in order to clarify the institution's compliance respon-
sibilities.
In 1 988, the Field Audit examiners conducted the first two financial ex-
aminations of Health Maintenance Organizations. The Section is
working with the Health Policy Unit to clarify the examination procedure
further and to establish a regular schedule for conducting the examina-
tions.
In addition to conducting on-sight examinations, the Field Audit staff
and the EDP staff have begun the implementation of a computerized
tracking system which monitors the amount of gross premium written
less return premiums. It also monitors the collection of the 4% tax which
special brokers are required to pay on premiums collected in the
surplus lines market. The tracking system, which helps to identify
brokers delinquent in payment, has already identified several in-
stances of non-payment and underpayment of premium tax.
In 1989, information processing and accessing will be streamlined by
providing each examiner with a personal computer file, implementing
a more efficient recordkeeping system and expanding computer stor-
age capability.
The Section completed the follow-
ing audits during 1988:
Life Companies 6
Property and Casualty
Companies
SBLI Departments
Fraternals
Rating Bureaus and
Associations
Health Maintenance
Organizations
12
20
56
TOTAL 102
1I
AGENT AND BROKER
LICENSING
Section personnel processed
over 80,000 licenses in 1988,
generating $4 million for the
general fund.
[ ] Agents 65,488
Brokers 3,857
| Advisors + Adjustors 480
Certifications 10,744
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No person may act as an insurance agent, broker, advisor, fire loss ad-
juster or motor vehicle damage appraiser in Massachusetts until obtain-
ing proper authorization from the Commissioner of Insurance. The Agent
and Broker Licensing Section oversees the licensing and supervision of
qualified individuals, corporations and partnerships who desire to act in
these activities.
To assure that applicants are trustworthy and competent, the licensing
staff must determine that statutory requirements, such as the completion
of an approved course of study and written examination, have been ful-
filled. The Section monitors pre-licensing and continuing education and
administers and/or oversees the testing, scoring, and grading proce-
dures. Although the Section utilizes the services of the Educational Test-
ing Service to administer the examinations for agents and brokers, all ad-
visor, adjuster and motor vehicle damage appraiser exams are written,
administered, corrected and graded by the Agent and Broker Licensing
Section.
Licensing of individuals as insurance agents and appointing those
agents to one or more insurance companies constitutes the Section's
largest volume of work. Assisted by an automated system, the staff was
able to process the approximately 500 applications for agent appoint-
ments received by the Division each week, within 1 5 days from date of
receipt. In 1988, $3,274,400.00 was generated for the Commonwealth's
General Fund from the 65,488 new and renewed licenses issued to insur-
ance agents alone.
Although processing broker and corporation licenses remained a man-
ual chore until mid-1 988, the licensing staff issued 3,857 broker licenses
that year. The conversion of the records to a computer system has re-
sulted in improved service to licensees and more streamlined recordkeep-
ing.
Further automation is being planned in conjunction with the National As-
sociation of Insurance Commissioners (NAIC). The project, a national
data base for all insurance licensees, will make vital pre-licensing infor-
mation more readily accessible to all state insurance departments. The
NAIC file will also be used to collect disciplinary data on licensees under
investigation by the Division.
The Section generated close to $4 million from the licenses issued during
calendar year 1 988. Veterans are exempt from paying the broker license
fee, hence, the revenue generated from this source is less than the
number of licenses issued indicates.
The Section is also responsible for processing letters of good standing
for agents and brokers. The staff processed over 10,700 certification
letters in 1 988.
In addition to its oversight of these licensees, the Division regulates the
licensing of motor vehicle damage appraisers through the Motor Vehicle
Appraisers Board and its support staff within the agency. Four of the five
Board members are appointed by the Governor. The fifth, who serves as
the Board's chairperson, is appointed by the Commissioner.
The Board is charged with instituting and maintaining minimum stan-
dards of conduct for motor vehicle damage appraisers in Massachu-
setts. It conducts licensing examinations, issues and renews appraisers'
licenses and processes applications. The Board may revoke, cancel and
suspend licenses following a hearing. In addition, the Board sets licens-
ing eligibility requirements, approves training programs and establishes
license revocation guidelines.
As a result of the 1 988 automobile reform legislation, several of the pro-
cedures for repairing damaged vehicles were amended. In addition to
creating new cost saving options such as the direct pay and referral list
programs, the law also enhanced the Motor Vehicle Damage Appraiser
Board's administrative responsibilities by expanding its disciplinary au-
thority, amending appraiser registration procedures and requiring parts
recording by repair shops. The Board will implement these initiatives in
1989.
The entire Agent and Broker Licensing staff was awarded a Citation for
Outstanding Performance for their commitment to the speedy and accu-
rate issuance of new and renewed licenses in 1988.
CONSUMER SERVICE
The Consumer Service Section is responsible for responding to con-
sumer inquiries and resolving complaints against insurers, agents and
brokers on behalf of consumers. The Section is not only a resource for
general insurance information, but the staff also assists consumers in
understanding their rights under Massachusetts laws and regulations
and the provisions of their policies.
In the demanding role of a consumer service staff member, listening and
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CONSUMER SERVICE
communication skills are vital to resolving complaints. Section person-
nel are trained to interact with the public in an alert, patient and under-
standing manner when fielding complaints and questions over the tele-
phone, by letter or during an in-person interview. Although the Section
cannot provide the legal services which are sometimes required to re-
solve more complicated issues, the examiners resolve a substantial
number of cases yearly. In 1 988, $486,050 was recovered as a result of
the 7871 cases closed by the examiners. The Section also fielded 90,440
telephone calls and issued numerous information letters.
To assure the most prompt, accurate and consistent responses to
consumer questions, the Consumer Service Section has developed a
program to educate its staff members in specialized aspects of insur-
ance. As part of this Insurance Service Training Program, guest speak-
ers from other agencies and from within the Division share their expertise
on new and changing areas of insurance law and practice, such as auto
reform, health care and the Safe Driver Insurance Plan. In addition, the
Section is developing a central reference manual by collecting insur-
ance-related memos, fact sheets, pamphlets, regulations and statutes.
The manual will provide the examiners quicker and easier access to
helpful consumer information.
In order to monitor more closely consumer complaints which may require
investigative or legal action, the Consumer Service Section was reorgan-
ized under the Legal Section in 1988. Whenever the central complaint
log reveals a pattern of allegedly unfair or abusive practices by a particu-
lar insurance agent, broker or company, the Special Investigations Unit
(SIU) in the Legal Section is alerted. In 1 988, the Consumer Service Sec-
tion was responsible for reporting a pattern of non-conformity by a large
life underwriter to the chief enforcement counsel and for assisting in the
SlU's subsequent investigation of the company. Also, because these
patterns may suggest trends in the industry which require further legis-
lative or regulatory action, the Section provides the Commissioner with a
monthly status report of complaint statistics.
STATE RATING
BUREAU
Since it was established by the Legislature in 1975, the State Rating
Bureau (SRB) has provided the Division with professional actuaries,
mathematicians, computer analysts, attorneys and support staff, re-
sponsible for investigating and reviewing the rates and policies utilized
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by companies for various types of insurance. These duties are carried
out by the rating and policy review staffs.
A primary function of the SRB is its participation in the rate regulation pro-
ceedings for various types of insurance, including private passenger
automobile, medical malpractice, homeowners, Blue Cross/Blue Shield
Medex (Medicare supplement), nongroup health, Health Maintenance
Organizations and workers' compensation insurance. The Section also
analyzes numerous property/casualty rate filings submitted by Insur-
ance Services Office (ISO) and independent insurers.
As a statutory party to the annual private passenger motor vehicle insur-
ance rate hearing, the SRB prepares and submits to the Commissioner
its own rate proposal, provides a thorough analysis of the industry's rate
filing and provides expert testimony on the various filings. The Section is
I' involved in other related matters including, recommending to the Com-
missioner any necessary changes in the territorial rating assignments,
participating in the annual hearing to determine whether the Commis-
sioner should continue to fix and establish rates and conducting an
1 actuarial review of the competitive rate filings providing commercial
motor vehicle insurance.
During 1 988, the SRB analyzed and quantified the effects of various leg-
islative automobile insurance reform proposals for their potential savings
effect on automobile insurance rates. These efforts helped bring about
the Automobile Insurance Reform Act of 1 988. In addition, the SRB was
an active participant in the negotiations with the insurance industry on
the savings consumers could realize as a result of the new legislation. On
average, these savings amounted to 1 6% in lower automobile insurance
premiums for Massachusetts policyholders, or a total savings of approxi-
mately $400 million.
• The SRB is also responsible for reviewing and approving or disapproving
a broad range of policy filings submitted by insurance companies doing
business in the property/casualty, accident & health and individual life &
annuity insurance areas. The staff ensures that the thousands of policy,
rate and other filings received annually, are in compliance with the Com-
monwealth's insurance laws.
Several administrative changes were made to the policy review staff in
1988, thus improving the efficiency and productivity of the entire staff.
Most notably, an automated system capable of tracking the receipt and
final disposition of all submissions was developed by EDP personnel.
Also, procedural and technical guidelines for life, health and property
and casualty form and rate submissions were implemented. This in-
STATE RATING BUREAU
volved a major restructuring of the filing system and standardization of
the filing guidelines.
A significant challenge which faced the policy review staff was the review
of new policy forms submitted by insurance companies in compliance
with a newly promulgated anti-discrimination insurance regulation. The
regulation was designed to provide gender neutral rates in life and health
insurance for men and women. Some 1 600 unisex life and 650 unisex
health policies were approved by the Section in 1 988.
If staffing levels permit, in addition to continuing these activities, the State
Rating Bureau plans to work with the Legal staff in drafting regulations
concerning such issues as universal life insurance and credit life insur-
ance.
BOARD OF APPEAL
ON MOTOR VEHICLE
LIABILITY POLICIES
AND BONDS
The Board of Appeal on Motor Vehicle Liability Policies and Bonds was
established to hear appeals of surcharges under the Safe Driver Insur-
ance Plan (SDIP), decisions of the Registrar of Motor Vehicles and
automobile insurance policy cancellations.
The vast majority of appeals heard by the Board involve challenges to
surcharges imposed under the Safe Driver Insurance Plan, an incentive
program which awards Safe Driver Credits and imposes Unsafe Driver
Points to promote more careful driving habits. In 1 988, the Board sched-
uled appeal hearings for 33,225 merit rating surcharges, 4,21 2 Registrar
decisions and 316 policy cancellations.
The Safe Driver Insurance Plan requires that an insurance company
determine who is at-fault for any accident resulting in a collision or
property damage claim of $200 or more, and whether the operator and/
or policyholder should be assessed a surcharge. The determination of
fault must be in accordance with the Standards of Fault promulgated by
the Board.
Once the company determines fault, it issues a surcharge notice, inform-
ing the policyholder of the company's decision to impose a surcharge.
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The surcharge notice contains the reason for the surcharge, an explana-
tion of the right of appeal, and an appeal form with filing instructions. In
1 988, the Board of Appeal provided appellants with a new form for filing
a written affidavit in lieu of appearing in person at the appeal hearing. Al-
though submitting an affidavit was previously an option for appellants, a
significant increase in hearing requests prompted the Board to encour-
age actively the form's use as a time-saving and efficient alternative for
both the consumer and the Board. As a further convenience to appel-
lants, surcharge hearings are held in 1 2 locations throughout the Com-
monwealth by individual Board Members Hearing Officers, and the Ex-
ecutive Secretary.
Following an appeal hearing, a Finding and Order, or decision, is sent to
the appellant, the insurance company, and the Merit Rating Board. If the
appellant wins the appeal, the Merit Rating Board removes the at-fault ac-
cident from the operator's driving record.
The Board of Appeal support staff currently processes every hearing
docket without automated assistance. Because this involves a substan-
tial amount of paper, the staff is planning to transfer the dockets from
manual logging to a computerized data base, thus allowing faster proc-
essing and accessing. The system will also enable the Board to generate
a more comprehensive hearing docket by providing access to driver in-
formation provided by the Merit Rating Board.
With some differences, the appeal process for automobile insurance
cancellations and decisions of the Registrar of Motor Vehicles is similar
to that for SDIP surcharge appeals. Appellants also have the option of
appealing Board decisions to the Massachusetts Superior Court. Of the
4,000 appeals of Registry decisions heard by the Board of Appeals in
1988, only twenty cases were appealed to Superior Court. None was
reversed.
SDIP
Surcharge Appeals
Process
Notice of Surcharge issued
by insurance company
Insured files
written appeal with Board
of Appeal within 30 days
Hearing held in one of 12
locations throughout the
Commonwealth
Surcharge affirmed or
reversed
Further appeal to Superior
Court
MEDIC A L MALPRACTICE
ANAL YSIS BUREAU
The Medical Malpractice Analysis Bureau was established by the Medi-
cal Malpractice Reform Law, which went into effect on July 1 , 1 986. The
Bureau's chief responsibility is to support the Commissioner in his duty
to fix and establish rates charged by the Medical Malpractice Joint
Underwriting Association (JUA). The JUA was established by the Legis-
lature in 1975 in response to the unwillingness of many insurance
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MEDICAL MALPRACTICE
ANALYSIS BUREAU
companies to continue providing professional liability coverage for
physicians and hospitals.
The Bureau collects and analyzes data on medical malpractice insur-
ance rates for those groups insured by the JUA, physicians, surgeons,
hospitals, community health centers, dentists, nurse-midwives and any
other appropriate group which the Commissioner may consider for
inclusion in the JUA. A full ratemaking proceeding is held annually for
each group. The proceedings include major rate filings, extensive com-
ment and testimony, legal rulings and written decisions.
In 1988, in addition to rate proceedings for each of these groups, the
Bureau investigated a number of technical ratesetting issues for the
purpose of improving the ratesetting process. One notable issue was
that of experience ratesetting pricing. The Medical Malpractice Reform
Act of 1 988 directed the Commissionerto examine the feasibility of estab-
lishing a system of determining physician malpractice rates, surcharges
and credits according to actual claims experience. Under an experience
rating system, physician premiums would vary on the basis of actual
claims experience rather than on the basis of specialty risk classifica-
tions. After analyzing statistical data presented at the physicians' rate
hearing, Bureau staff concluded that the available data on experience
rating was not sufficient to include an experience rating component in the
rate setting process for the 1 989/90 rate year.
A key component of the ratesetting process involves determining rates
for increased limits of coverage above basic levels. Because losses in
high risk classes tend to be larger, physicians in these classifications are
likely to purchase more of this type of coverage. The cost of increased
limits coverage, however, has not kept pace with overall rate increases,
thus causing many physicians to purchase only basic coverage. In order
to prevent rate subsidization of high risk physicians by physicians
purchasing basic limits coverage, the rate is adjusted by the Buearu. In
1988, the Bureau's collaboration with the Medical Malpractice JUA and
the Massachusetts Medical Society resulted in across-the-board coordi-
nation of rates and a virtual elimination of subsidization.
Also in 1988, the Bureau reorganized the process by wh;«.h insureds,
dentists, insurance agents and member companies resolve disputes
with the JUA. The more efficient procedures allow disagreements
involving such issues as proper risk classification and deferred premium
payments, to be resolved without the formal intervention of the Commis-
sioner.
I I.
ADMINISTRATION
Responsible financial management, comprehensive personnel admini-
stration and an effective automated network are the major priorities of the
Administration Section. The Section is also the central caretaker of other
office support functions, such as the distribution of internal and intra-
agency mail and the procurement of supplies.
Management of the Division's fiscal elements is one of the Administration
staff's most vital responsibilities. The Section collects and accounts for
a substantial amount of revenue generated through licensing, examina-
tion and filing fees and statutorily mandated assessments. The Admini-
stration staff also assesses the fiscal needs and priorities of the Division
and recommends appropriate allocation of funds for the purpose of the
annual budget. During the 1988 fiscal year, in addition to managing a
budget of $5.8 million, the Section accounted for nearly $21 million in
revenue.
The Administration Section also provides numerous personnel services
to Division employees. In addition to its responsibilities involving payroll
and employee benefits, the Section coordinates personnel seminars and
courses designed to enhance on-the-job skills and performance. The
Section assures the participation of the Division's supervisors and man-
agers in the Performance Management System (PMS) and Employee
Performance Review System (EPRS), statewide programs designed for
improving goal orientation and goal achievement in the workplace. In
1989, the staff will produce an employee handbook, designed to inform
Division personnel about the Commonwealth's various employee bene-
fits, policies and procedures.
The Electronic Data Processing (EDP) staff within the Administration
Section is responsible for all facets of the Division's computer system.
The EDP staff strives to accommodate the numerous and varied needs
of the Division through the reporting of information critical to the agency's
service to the Commonwealth. Along with installing and maintaining the
computer systems that store this information, the EDP staff creates,
updates and refines computer programs for tracking word processing
documents, financial data records and agent, broker, company and
organization licensing records.
In 1988, the EDP staff made significant strides in both hardware and
software applications by providing users with increased access to the
Division's automated information and greater technical options in work
assignments. In addition to the acquisition of a Wang VS 7110 mini-
computer and 7 workstations, the storage capacity of the system was
increased from 226 Megabytes to 776 Megabytes. Also, a new computer
link with the National Association of Insurance Commissioners (NAIC)
Additional hardware and in-
creasedusers access streamlined
productivity and enhanced effi-
ciency throughout the division.
WANG VS SYSTEM USE
TERMINALS PRINTERS USERS
M DECEMBER 1987
DECEMBER 1988
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ADMINISTRATION
now permits up to the minute retrieval of data from any state or territory
in the United States and provides a forum for information sharing
between states on insurance issues.
The EDP staff will revise several modules on the Wang system in 1 989, in
compliance with legislative changes which demand frequent updates in
information processing, and an increasing number of time-demanding
user requests. These changes will facilitate data entry and produce
requested reports.
HEALTH POLICY
In 1 984, in order to meet the needs of a growing community of health care
plans and consumers, the Division organized a specialized staff respon-
sible for coordinating and implementing oversight of the Common-
wealth's health insurance industry. The Health Policy Unit is responsible
for the regulation of Health Maintenance Organizations (HMOs), Blue
Cross and Blue Shield, commercial insurers' health plans and as of 1 988,
Preferred Provider Arrangements (PPAs). Most notable among the
Section's 1988 accomplishments was its participation in the expansion
of regulatory oversight of several significant health insurance areas.
In response to elders' increasing inability to afford the rising out-of-
pocket expense of long-term health care, the Section drafted the regula-
tion, 21 1 CMR 65.00 Long-Term Care Insurance, which aims to protect
consumers against abuses in the sale and marketing of long-term care
insurance, while allowing insurers to be innovative in a responsible way.
In 1989, the Health Policy staff, in cooperation with the Executive Office
of Elder Affairs, will publish a consumer brochure explaining the benefits
and limitations of this type of insurance.
Also in 1988, the Health Policy Unit completed a major study of the Pre-
ferred Provider Arrangement (PPA), a health insurance entity burgeon-
ing throughout the country, and with the Legal Section, promulgated a
comprehensive regulation to oversee their proper licensing and opera-
tion in the Commonwealth. The Health Policy staff was expanded to
ensure the timely and thorough examination of the significant number of
PPA applications received by the Division. Actual licensing of PPAs is
expected to begin in 1989.
The Health Policy Unit and Legal Section also drafted amendments to the
Commonwealth's Medicare regulation as required by the Medicare Cata-
strophic Act of 1 988, the most significant change in the program since its
inception in 1 965. During the next several years, the staff will be required
to amend the regulation further in order to maintain its compliance with
the federal initiative.
Working with the Field Audit staff, the Health Policy Unit has developed
a standardized audit protocol for both the financial and operational
aspects of Health Maintenance Organizations. The purpose of the
protocol is to assure regular and standardized examinations of these or-
ganizations as required by statute. Two HMOs have been audited using
the new procedures.
In addition to these activities, the Health Policy Section is active in
cooperative efforts with other state agencies and committees, including
the Executive Office of Elder Affairs, the Group Insurance Commission,
the Governor's Task Force on AIDS, the Special Commission on Health
Insurance Reform and the Special Commission on Elderly Health Care.
The staff has also started an informational meeting series with represen-
tatives from the Consumer Service Section. Not only do the meetings
enable the Health Policy staff to share new information with the consumer
examiners directly, but more importantly, the examiners are able to alert
the Health Policy staff of complaint trends in the health insurance
industry which may require the Division's immediate attention.
In addition to continuing the HMO examinations and PPA licensure proc-
ess, the Health Policy staff will continue its regulatory activities in 1 989 by
revising the regulation governing the oversight of HMOs to strengthen
financial standards and monitoring and finalizing the long-term care
regulation. Another priority is a bill regulating continuing care retirement
communities, a type of elderly housing facility with health care arrange-
ments providing access to long term care services, including nursing
home care, in-home care, personal care and homemaking.
LEGAL
The Division's Legal Section provides the Commissioner of Insurance
with legal advice in his duties as regulator of the Commonwealth's insur-
ance industry. Staff lawyers participate in adjudicatory, regulatory and
administrative hearings concerning the enforcement and administration
ofthe insurance laws. The Section drafts and amends regulations, tracks
legislation and interprets state and federal insurance statutes, as well as
assists other sections within the Division whenever a legal interpretation
or opinion is required.
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LEGAL
The Legal Section was a key participant in a number of challenging
insurance issues in 1 988, including, attempts by automobile insurers to
withdraw from the Massachusetts automobile insurance market, the
automobile insurance reform initiative and the 1 987 and 1 988 automobile
insurance remand orders and rate hearings. The Legal and Health Policy
staffs promulgated regulations expanding the Division's oversight in the
health insurance area.
The Special Investigations Unit (SIU), which investigates allegations of
wrongdoing by insurance licensees, works in conjunction with the Legal
Section's Chief Enforcement Counsel. The SIU acts as a watchdog for
fraud and abuse in the insurance market and its investigative activities
serve to deter violations of the insurance laws. In 1 988, following inves-
tigations completed by the SIU, the Legal Section filed seventeen admin-
istrative complaints against licensees for varied allegations of wrongdo-
ing. The Commissioner's Hearing Officer imposed $56,000 in discipli-
nary fines against licensees as a result of those cases disposed of in
1988.
During 1 988, the Legal Section also developed and filed a major enforce-
ment action against a foreign insurance company that ultimately led to a
settlement in 1 989, under which the company agreed to pay approxi-
mately $130,000 in outstanding claims and $200,000 in expenses. Fur-
thermore, in January 1 989, the Division concluded a substantial enforce-
ment action undertaken in 1 988, in which a licensee was fined $34,000 for
failure to demonstrate the qualities of trustworthiness, competence and
suitability required of insurance agents under the insurance laws.
In 1 989, the Legal Section plans to promulgate regulations concerning
the use of AIDS-related information, the coordination of benefits and the
regulation of variable life insurance, in addition to implementing the pro-
visions of the automobile insurance reform law, the Preferred Provider Ar-
rangement regulation and the Infertility Benefits regulation. Also, the
Section plans to expand regulatory oversight for the operation and finan-
cial condition of HMOs and the leasing of retail space by insurance
companies and agents from financial institutions. Recommendations
will also be formulated for reducing the impact Commonwealth Automo-
bile Reinsurers (CAR) has had on the Massachusetts automobile insur-
ance market.
The cooperative efforts of the Division's attorneys, hearing officers, investigators, technical personnel and support staff
were responsible for the following legislative, regulatory, enforcement and administrative actions during 1 988.
ACTS AND RESOLVES OF 1988
The General Court passed and the Governor approved the following insurance-related legislation:
Chapter 21 An Act Relative to Medex Insurance
Chapter 23 An Act to Make Health Security Available to all Citizens of the Commonwealth and to Improve
Hospital Financing
Chapter 1 60 An Act Relative to the Merger of Nonprofit Hospital Service Corporations and Medical Service
Corporations
Chapter 1 89 An Act Creating the Arbella Insurance Company
Chapter 227 An Act Relative to the Board of Appeal on Motor Vehicle Liability Policies and Bonds
Chapter 229 An Act Relative to Certain Proprietary Information of Insurance Agents and Brokers Relating Only
to Property and Casualty Insurance
Chapter 273 An Act Relative to Motor Vehicle Insurance
Chapter 282 An Act Providing for Enhanced Enforcement of Motor Vehicle Insurance Laws
Chapter 295 An Act Relative to False Health Claims
CODE OF MASSACHUSETTS
REGULATIONS
The Commissioner is charged with the statutory authority to issue regulations which supplement the insurance laws.
The following regulations were promulgated in 1988:
211 CMR 32.00:
211 CMR 37.00:
211 CMR 42.00:
211 CMR 47.00:
211 CMR 51 .00
211 CMR 86.00:
211 CMR 94.00:
211 CMR 120.00:
211 CMR 123.00:
Used Blended 1980 CSO and CET Mortality Tables, amended
Infertility Benefits
Minimum Standards of Full and Fair Disclosure for Form and Contents of Accident and Sickness
Insurance Sold in the Commonwealth of Massachusetts
Individual Accident and Sickness Insurance, amended
Preferred Provider Arrangements (PPAs)
Reductions in Premium Charges for Private Passenger Motor Vehicles and Certain Commercial Motor
Vehicles Equipped with an Anti-Theft Mechanism, amended
Mandatory Pre-lnspection of Private Passenger Motor Vehicles
Procedures Concerning Rate Filings Initiated by a Medical Services Corporation and/or Hospital
Service Corporation and the Conduct of Hearings Related Thereto
Direct Payment of Motor Vehicle Collision and Comprehensive Coverage Claims and Referral Repair
Shop Programs
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ENFORCEMENT ACTIONS
Below is a list of disciplinary actions involving the alleged misconduct by agents, brokers, and companies
which were initiated or resolved in 1988:
DOI v. Douglas Ryan, Decision issued January 5, 1988
DOI v. Neal W. Carroll, Consent Order issued February 8, 1988
DOI v. Marie Kronberg, continued
DOI v. John Williams, individually and d/b/aThe Highland Company, continued
DOI v. Frank Staffier, Consent Order issued August 31 , 1988
DOI v. David A. Hinson, individually and d/b/a/ David A. Hinson Associates, continued
DOI v. John F. Reardon, continued
DOI v. Wayne Shatraw and Shatraw Insurance Agency, continued
DOI v. Richard Delaney, continued
DOI v. George E. McKenna, Jr. d/b/a George E. McKenna Insurance Agency, George E. McKenna Insurance Agency, Inc.,
Consent Order issued September 21 , 1 988
DOI v. Thomas E. Rokosz, Decision issued September 30, 1988
DOI v. Iris B. Morris, individually and d/b/a Iris B. Morris, Decision issued September 30, 1988
DOI v. John V. McLaughlin, Decision issued October 3, 1988
DOI v. Phillip S. Newman, Consent Order issued October 10, 1988
DOI v. Asad Rezvi, Decision issued January 30, 1989
DOI v. John D. March, Decision issued February 10, 1989
DOI v. Warner Insurance Company, Decision issued June 29, 1989
DOI v. Balboa Insurance Company, Consent Order issued June 12, 1989
DECISIONS AND ORDERS
The Commissioner is further charged with the authority to covene public hearings and issue decisions
on a wide variety of insurance matters. Decisions rendered in 1988 are listed below in chronological order:
Order on Request of the Division of Insurance to Withdraw Approval of Certain Policy Forms of the Central National
Insurance Company of Omaha. January 7, 1988
Order on Remand from the Supreme Judicial Court on the request of the Division of Insurance to Withdraw Approval of
Certain Policy Forms of the American Security Insurance Company. January 14, 1988
Findings, Decision and Order on Rates for 1988/89, Regarding Medical Malpractice Joint Underwriting Association of
Massachusetts Dentists' Rates to be effective July 1 , 1988. January 25, 1988
Findings, Decision and Order on Rates for 1986/87, 1987/88, and 1988/89, Regarding Medical Malpractice Joint Under-
writing Association of Massachusetts Nurse-Midwives' Rates to be effective July 1 , 1 986, 1 987 and 1 988.
February 25, 1988
Deferred Premium Liability Rates and Formulae, Regarding Medical Malpractice Joint Underwriting Association of
Massachusetts Physicians' and Surgeons' Rates to be effective July 1 , 1988. February 29, 1988
Limited Practice Discount Proposals, Regarding Medical Malpractice Joint Underwriting Association of Massachusetts
Physicians' and Surgeons' Malpractice Rates, effective July 1, 1988. February 29, 1988
Market Share, Allocation and Related Issues, Regarding Medical Malpractice Joint Underwriting Association of
Massachusetts Blue Shield Subsidies for Dentists to be effective twelve months beginning July 1 , 1988.
March 1, 1988
Experience Rating Pricing, Regarding Medical Malpractice Joint Underwriting Association of Massachusetts Physicians'
and Surgeons' Rates to be effective July 1 , 1 988. March 1 , 1 988
Opinion, Findings and Decision of 1987 and 1 988 Automobile Insurance Rates. March 10, 1988
Order Concerning the Amended Filing of Blue Cross of Massachusetts, Inc., and Blue Shield of Massachusetts, Inc. for
Proposed Nongroup Rates to be Effective on or after April 1 , 1 988. April 8, 1 988
Findings and Order Concerning the Acquisition of Life of Boston Insurance Company by LBIC Acquisition Corporation
on Behalf of LBIC Acquisition Corporation and the Laurentean Mutual Insurance. April 11,1 988
Decision on Appeal from Opinion, Findings and Decision of Hearing Officer on Experience Pricing Rating. May 23, 1988
Decision on Appeal from Opinion, Findings and Decision of Hearing Officer on Deferred Premium Liability. May 23, 1988
Opinion, Findings and Decision on the Operation of Competition Among Motor Vehicle Insurers. May 26, 1 988
Procedures Concerning Rate Filings and the Conduct of Hearings for Workers' Compensation Insurance. June 6, 1 988
Limited Practice Discount for Non-Academic Physicians, Regarding Medical Malpractice Joint Underwriting Association of
Massachusetts Physicians' and Surgeons' Rates to be effective July 1 , 1 988. August 23, 1 988
Opinion, Finding and Order Relative to Rating Territories and Classifications for Automobile Insurance for 1989.
August 25, 1988
Decision and Order in the Matter of the Appeal of the Aetna Casualty and Surety Company. September 2, 1 988
Opinion and Order Relative to Commonwealth Automobile Reinsurers Fleet Rate Filing for Trucks, Tractors and Private
Passenger Type Vehicles for Commercial Automobile Insurance Policy Year 1 989. September 1 6, 1 988
Findings and Amended Order Concerning the Acquisition of Massachusetts Life and Indemnity Insurance Company by
A.L. Williams Corporation. October 13, 1988
Order Concerning the Amended Filing of Blue Cross of Massachusetts, Inc., and Blue Shield of Massachusetts, Inc. for
Proposed Nongroup Rates to be Effective on or after November 1 , 1 988. October 21 , 1 988
Findings and Order Concerning the Acquisition of Massachusetts Indemnity and Life Insurance Company by Commercial
Credit Group. December 8, 1988
Opinion, Finding and Decision on 1989 Automobile Insurance Rates. December 15, 1988
Decision and Order on the Application for Approval of the Arbella Mutual Insurance Company Direct Payment Plan.
December 30, 1988
Decision and Order on the Application for Approval of the Kemper National Property and Casualty Companies Direct
Payment Plan. December 30, 1988
Decision and Order on the Application for Approval of the Massachusetts Automobile Rating and Accident Prevention
Bureau Direct Payment Plan. December 30, 1988
Order Concerning the Filing of the Workers' Compensation Rating and Inspection Bureau for Proposed Workers'
Compensation Insurance Rates to be Effective on or after January 1 , 1989. December 30, 1988
COOPERATIVE ACTIVITIES
The Division of Insurance oversees the operation of a number of legislatively created insurance entities,
directly participates in the activities of several of the Commonwealth's boards and commissions, and
participates in informal policy study groups on a variety of insurance issues. Of particular interest and
importance are the following organizations:
MEDICAL MALPRACTICE JOINT
UNDERWRITING ASSOCIATION
This Association provides medical malpractice
liability insurance coverage for physicians, hos-
pitals, and other health care providers, including
dentists, nurse-midwives, and community health
centers. Due to adverse voluntary market condi-
tions, the Association is the only source of medi-
cal malpractice coverage available to most phy-
sicians and many hospitals in Massachusetts.
Of the 1 5 members on the Board of Directors, six
are appointed by the Commissioner.
MASSACHUSETTS PROPERTY INSURANCE
UNDERWRITING ASSOCIATION
(FAIR Plan)
The FAIR Plan provides property insurance, in-
cluding fire insurance, for those residential and
commercial property owners who are unable to
obtain coverage in the regular market. Six
members of the 18-member Board of Directors
are appointed annually by the Commissioner.
MOTOR VEHICLE INSURANCE
MERIT RATING BOARD
Structurally a part of the Registry of Motor Ve-
hicles, the Merit Rating Board consists of three
members: the Registrar of Motor Vehicles, the
Attorney General, and the Commissioner of In-
surance. The Board facilitates the implementa-
tion of the Safe Driver Insurance Plan (SDIP). The
Board's staff, headed by an Executive Director,
compiles, gathers and disseminates motor ve-
hicle operator information to insurers and law
enforcement agencies for SDIP purposes.
COMMONWEALTH AUTOMOBILE
REINSURERS
(CAR)
CAR is the residual market for automobile insur-
ance. The Commissioner appoints its 13-mem-
berGoverning Committee, hears appeals of Gov-
erning Committee decisions and approves amend-
ments to the Plan and Rules of Operation.
LIQUOR LIABILITY JOINT
UNDERWRITING ASSOCIATION
Established in 1985, this Association provides
liquor liability insurance to liquor licensees who
are unable to obtain coverage in the regular mar-
ket. The Commissioner appoints five members
of the 13-member Board of Directors.
INSOLVENCY FUNDS
Both the Life and Health Insurance Insolvency
Funds and the Massachusetts Insurers Insol-
vency Fund were created by the Legislature to
protect consumers against the failure of insurers
in the performance of their contractual obliga-
tions due to impairment or insolvency. Each
Fund is headed by a Board of Directors consist-
ing solely of insurer representatives. Board
Members are nominated by the Funds' mem-
bers/insurers. Appointments to the Boards are
subject to the Commissioner's approval.
A Hazardous Waste Insolvency Fund was cre-
ated by the Legislature in 1 986 to satisfy con-
sumer claims in the event a hazardous materials
generator becomes impaired or insolvent. A 9-
member Board oversees the Fund. Four mem-
bers are elected subject to the Commissioner's
approval.
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FT NANCIAL H IG.H. LIGHTS
The Division generates a substantial amount of annual revenue through
its licensing, examination, filing and other fees, and charges through
direct, statutorily mandated assessments against insurance companies.
These assessments reimburse the General Fund of the Commonwealth
for expenses of various state boards, agencies and commissions which
deal with insurance matters.
FISCAL YEAR 1 988 FINANCIAL STATEMENT
SOURCE INCOME
Certificates of Authority $124,289.90
Charter $10,750.00
Retaliatory $376.00
Service of Process $1 ,475.00
Annual Statements $107,680.00
Life Insurance Reserves Valuation $154,745.64
Special Brokers Tax $6,834,303.16
Auto Club $8,600.00
D/"\lif»w Cnrm Citinncruiioy ruiin riiiiiyb CpOO,UHU.UU
Surcharge Appeals $317,420.00
Fines and Penalties $8,716.00
Advisor Licenses $44,300.00
Adjuster Licenses $7,900.00
Agent Licenses $3,487,646.59
Broker Licenses $701,725.00
Company Licenses $100,200.00
Rating Organizations Filings $1,140.00
Advisor Exams $4,700.00
Adjuster Exams $950.00
Fraternal Benefit Society Licenses $980.00
Appraiser Licenses $119,911.75
Appraiser Exams $17,000.00
Domestic Companies Examinations $320,397.32
Miscellaneous $52,133.40
Assessments:
Fire Fighting Academy $822,224.42
State Rating Bureau $802,351.37
Attorney General $458,300.01
Merit Rating Board $6,180,154.24
Special Automobile Commission $1,322.66
Special Medical Malpractice Commission $103,560.94
State Fire Marshall Arson Program $59,476.93
TOTAL $20,922,770.33
Below, a bar graph illustrates that
during the past several years,
revenues collected by the Divi-
sion have steadily increased,
while the operating budget has
remained essentially level.
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